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The purpose of Dr Pepper Company is to provide a good return to its stockholders by 
building a strong consumer franchise on Dr Pepper and Sugar Free Dr Pepper. 

Dr Pepper Company is a major manufacturer and seller of concentrates and fountain 
syrups to approximately 500 independent franchised bottlers in the U.S. and nine 
foreign countries. 

The company's principal products are Dr Pepper and Sugar Free Dr Pepper soft 
drinks which compete with all liquid refreshments. Franchised bottlers purchase 
Dr Pepper and Sugar Free Dr Pepper concentrates and fountain syrups at prices 
established by Dr Pepper Company and, under license agreements, are authorized to 
produce finished Dr Pepper and Sugar Free Dr Pepper products by adding 
sweeteners and carbonated water. 

Bottled and canned products are packaged and sold within protected franchises. 
Fountain syrups are sold to franchised bottlers, wholesale distributors (for resale to 
fountain accounts) and directly to fountain accounts. Dr Pepper Company cans 
Dr Pepper and Sugar Free Dr Pepper for sale to franchised bottlers. The company 
also bottles and distributes soft drinks through five wholly owned subsidiaries. 














Distribution of Revenue 

(Net revenue of S271,008,000) 



Raw materials and packaging 

48.2% 

Promotion and advertising 

14.9 

Payroll 

13.2 

Income taxes 

7.0 

Depreciation and maintenance 

3.3 

Other operating expenses 

4.6 

Dividends 

4.6 

Retained earnings 

4.2 

100.0% 
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Financial Highlights 

Years ended December 31 , 1978 and 1977 


Operating Results 

Net sales. 

Net earnings. 

Earnings per common share. 

Return on stockholders' equity. 

Dividends on common stock. 

Dividends per common share. 

Financial Position 

Working capital. 

Current ratio. 

Stockholders' equity. 

Book value. 

Number of common shares outstanding 


1978 1977 % Change 


$271,008.000 

226,750,000 

+ 19 

$ 23,565,000 

20,322,000 

-1-16 

$ 1.17 

1.01 

+ 16 

26.8% 

26.5% 

+ 1 

$ 12,322,000 

10,586,000 

+ 16 

$ .61 

.53 

+ 15 


$ 26,737,000 

29,513,000 

- 9 

2.6:1 

2.8:1 

- 7 

$ 87,839,000 

76,587,000 

+ 15 

$ 4.35 

3.79 

+ 15 

20,200,313 

20,199,513 

— 




























1885 


Wade B. Morrison names and sells 
the first I)r Pepper from a formula 
concocted by a pharmacist working 
in Morrison's Old Corner Drug 
Store in Haro, Texas . Dr Pepper 
becomes a popular regional beverage 
and is produced by B. S. I.azetiby's 
Artesian Manufacturing and 
Bottling Works of Waco. Express 
deliveries are contracted by Wells 
Fargo and Company. 


Morrison 



Lazenby 
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Message to Shareholders: 

I am pleased to report 1978 was the best year for sales and earnings in the 93-year 
history of Dr Pepper Company. It was the 21st straight record-setting year for sales 
and profits; a year highlighted by a new advertising campaign, enhanced 
marketing programs, expanded product availabilities through domestic and 
international franchised bottlers and completion of the company’s largest-ever 
subsidiary bottling facility. 

With a 19.5% gain over the previous year, 1978 net sales of $271,008,000 produced 
after-tax earnings of $23,565,000 — up 16% versus 1977. 

To our more than 21,000 shareholders, the fourth quarter 1978 dividend payment 
of 16C raised the year total to 61C. This was a record payout to shareholders — 15% 
greater than the prior year — and fulfilled a long-time management objective to 
return approximately 60% of earnings for the previous year. 

A unit sales increase of 8% was below our objective rate of 15%. Earnings, however, 
were above the objective rate level compared to 1977. Last year was a good year 
for Dr Pepper; not a great year, according to our expected rates of increase, but 
good enough to ensure that sales outpaced the industry growth rate estimated at 
4%. Positive results in all size markets were the effect of strong relationships 
between knowledgeable field sales personnel and aggressive franchised bottlers 
eager to take advantage of the growth potential of both Dr Pepper and Sugar Free 
Dr Pepper. 

It was no hollow prediction last year that 1978 would bring new challenge and 
opportunity. The impact of inflation and high product pricing in some Dr Pepper 
markets was evident during the third and fourth quarters of 1978. National chain 
fast-food accounts, however, posted impressive gains in Dr Pepper and Sugar Free 
Dr Pepper fountain syrup sales. Activity in these important accounts will be 
intensified and supported by specialized programs in 1979. 

Grocery trade, vending and youth activities marketing programs in 1978 
strengthened brand development for franchised bottlers. This year, an even better 
array of programs and advertising support will be available to bottlers committed 
to increasing awareness for Dr Pepper and Sugar Free Dr Pepper. Dr Pepper 
Company has budgeted 20% more than last year for advertising and marketing. 

The excellent effect of “Be a Pepper" advertising in 1978 continues to spread 
through 1979. Acceptance of this imaginative campaign has been resounding. An 
extraordinary synthesis of graphic and musical elements has "Pepper-ized'' 
America. "Be a Pepper" is a positive advertising outreach to the heart of our target 
market of 13-30 year-olds and reinforces new and previous consumer preference for 
the unique, original taste of Dr Pepper. 

The largest corporate expansion project ever was completed last year. Now 
fully-operational, the bottling/canning plant for the Dallas/Fort Worth Metroplex 
is one of the industry’s finest. Work will begin this year on a new plant for our 
subsidiary in Houston. Subsidiaries reported excellent sales and profits, 
particularly in the last two quarters of 1978. 

(continued on page 9) 
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1923 


Employing the able talents of 
son-in-law J. B. O'Hara, Lazenby 
moves Dr Pepper Company from 
Waco to Dallas and establishes a 
corporation under the laws of the 
State of Colorado on July 5. 

O'Hara, former U.S. Army engineer 
from Duryea, Pa., becomes general 
manager of the struggling soft 
drink firm. 

















1927 


T h e company's first modern 
advertising slogan is the brainchild 
of Dallas advertising man Earle 
Racy and answers a request by 
O'Hara to give consumers a reason 
to buy and drink Dr Pepper. Racy 
suggests “Drink a Rite to Eat at l() y 
2 y & 4 O'Clock" based on a hook , 
The Li q uid Rite by Columbia 
University professor Walter //. 
Eddy. Dr. Eddy's research into the 
human diet reveals in-between-meal 
times when blood sugar reaches its 
lowest ebb. O'Hara surmises that 
sugar contained in Dr Pepper 
metabolizes quickly to restore peak 
energy during the %i valley" hours of 
10:30 a.m. and 2:30 and 4:30 p.m. 
as charted by Eddy. Racy's slogan 
sticks. Eor his contribution , Racy 
earns a $25 bonus. 
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Management will continue to evaluate the international marketplace for 
opportunities that offer sound return on investment. Our international market 
expansion is on schedule and in 1979, international growth looks even more 
promising as we anticipate Dr Pepper introductions in several new countries. 

We have not lessened efforts to investigate companies for acquisition and will 
continue to selectively monitor firms that will broaden our base, expand profits 
and enhance our long-term growth potential. 

Despite overwhelming consumer opposition to any proposed ban of saccharin and 
the fact that no evidence exists that humans have ever developed cancer from 
consuming saccharin, FDA persists in its bias against the artificial sweetener. 
Saccharin is used in Sugar Free Dr Pepper and other dietary soft drinks and is the 
only artificial sweetener approved by FDA for use in soft drinks. 

An 18-month moratorium on a saccharin ban expires in May. Congress is expected 
to extend the moratorium and revise present food safety laws to provide for 
risk-benefit considerations for substances permitted in the food supply. 
Subsequently, saccharin would be judged under a new risk-benefit provision in the 
revised food law. There is every reason to believe that saccharin will remain in use. 

A decision by FTC commissioners last April held that the territorial restriction 
clause in soft drink company franchise agreements is illegal because it prevents 
intra-brand competition. The decision was appealed by Coca-Cola Company to a 
3-judge panel of the U.S. Court of Appeals of Washington, D.C. We are optimistic 
of a favorable decision this year. Recourse, in the event of a negative decision, will 
involve a request for review by the U.S. Supreme Court. Since 1971, Dr Pepper 
Company has been a litigant in this FTC complaint that threatens to invalidate 
the franchise system. We continue to be optimistic that the franchise system will be 
preserved. 

Enthusiasm by our shareholders, consumers, bottlers and directors provides a solid 
base of support for Dr Pepper Company management and employees to achieve 
1979 objectives. 

Soft drinks now rank number one among all beverages in the U.S., and, last year, 
more than one of four beverages consumed was a soft drink. That 28.4% share of 
total beverage consumption — more than the percentage share of coffee and tea 
combined — is expected to exceed 35% by 1990. At its current rate of growth, 

Dr Pepper's market share increase in that 12-year period will be the industry’s 
most dramatic. This year is an exciting beginning of that chapter. 

&J- 

W. W. Clements 
Chairman of the Board and President 
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Industry Growth Rate Exceeded 

Growth once again characterized Dr Pepper in 1978. Our profit objective of 15% was 
accomplished with a 16% increase. Our unit syrup sales objective of 15% was not 
met; however, it is significant to note that Dr Pepper realized a growth rate during 
1978 of at least twice that of the industry, estimated to be about 4%. 

Dr Pepper continues to show great vitality in the marketplace. Consistent sales 
increases at least doubling the industry growth rate during the 1970s underscore the 
growing consumer acceptance of the brand. 

Franchised bottlers, applying basic marketing programs and showing a determined 
regard to improve brand position, continue to contribute greatly to the expanding 
growth of Dr Pepper and Sugar Free Dr Pepper. Market research consistently reveals 
one important factor in every successful Dr Pepper franchise: bottler dedication to 
Dr Pepper always has produced a positive sales response. 


Strategies 

Marketing strategies employed to sustain our momentum continue to be effective 
and are manifested by: 

• Investment of supplemental dollars into markets with above-average growth 
potential. 

• Emphasis on the single drink segment of the market as a means of sampling, thereby 
developing a consumption base for the unique taste of Dr Pepper. 

• Directing our efforts to the 13-30 year-old consumers. This age group, which is the 
highest-per-capita-consumption group, must be developed to expand the consumer 
base for Dr Pepper. 

• Emphasis on Sugar Free Dr Pepper as the best-tasting sugar free product available. 

• Bold, unique and intrusive advertising to carry our message to the consumer. 

These strategies are refined extensions of marketing programs conducted during the 
1970s. The impact of these strategies has been significant, and we intend to refine, 
redefine and improve these plans to maintain our rate of growth. Feedback to date 
confirms our confidence in these strategies and validates their utilization for future 
growth. 


RATE OF GROWTH INDEX BY SALES AREA 



1973 

1974 

1975 

1976 

1977 

1978 

i 

\ AREA IV 
\ 

AREA I 

100 

123 

128 

150 

172 

192 


AREA II 

100 

110 

113 

126 

131 

151 

169 


AREA III 

100 

124 

146 

165 

174 



AREA IV 

100 

111 

108 

126 

140 

146 



DR PEPPER 
NATIONAL INDEX 

100 

119 

121 

140 

159 

171 

\ 

AREA I 

\ 

INDUSTRY INDEX 

100 

101 

104 

117 

129 

134 


AREA III 


Western, Southern and Central areas lead in brand growth. The Eastern area shows a 
positive trend, but not to the same degree as other parts of the country. When 
measured against the national industry growth index, it is apparent that Dr Pepper's 
growth has approximately doubled industry growth the past five years. 
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1942 


When sugar rationing threatens to 
curtail manufacture of Dr Pepper 
and other soft drinks at the outset of 
U.S. involvement in World War II , 
O 'Hara’s theory that Dr Pepper 
provides energy is instrumental in 
securing an immunity for the 
product. O'Hara's rationale helps 
persuade the War Rationing Board 
to rescind a ruling to disallow sugar 
quotas for the manufacture of soft 
drinks. Defense plant workers enjoy 
their “liquid bites to eat"for the 
duration. 


QQOD NEWS FROM NOME ... 
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i4 major roadblock to domestic 
franchise expansion is removed 
when a U.S. District Court rules 
that Dr Pepper is not a cola. 

Bottlers y restricted by agreements 
with cola franchisors from 
producing and selling two cola 
brands , are able to join a growing 
network of Dr Pepper franchise 
operations with protected territories 
for manufacturing and distributing 
Dr Pepper products. The court 
decision will contribute greatly to 
improved fra n ch i se opportu nities. 
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DR PEPPER PER CAPITA DEVELOPMENT INDEX BY SALES AREA 

1973 1974 1975 1976 1977 

1978 

AREA II 

\ AREA IV 
\ 

AREA I 

100 

121 

124 

143 

159 

177 

AREA II 

100 

109 

114 

130 

149 

166 


AREA III 

100 

122 

121 

138 

150 

159 


AREA IV 

100 

111 

108 

126 

137 

144 

\ \ 

AREA I \ 

AREA III 

NATIONAL 

100 

118 

119 

137 

154 

164 


It is interesting to note that even in the Southwest, where per capita consumption 
was already relatively high, growth has kept pace with the Dr Pepper national index. 


Per Capita/Market Share Growth 

Per capita bottler development of Dr Pepper is increasing significantly. The number 
of plants attaining per capita levels of development of 50 +, 100-199 and 200+ per 
capita have all shown significant increases in the past eight years. Also, in 1978, we 
saw our first bottler reach the 300 bottle per capita level. Four more bottlers are 
expected to exceed 300 per capita in 1979. 

PER CAPITA BOTTLER DEVELOPMENT 



1970 

1972 

1976 

1977 

1978 

50- 99 Per Capita 

70 

95 

96 

102 

108 

100-199 Per Capita 

22 

34 

64 

80 

75 

2004- Per Capita 

— 

— 

3 

11 

19 

Total 

92 

129 

163 

193 

202 


Dr Pepper’s national share of market continues to grow and increased by .3% in 
1978 vs. 1977. 

DR PEPPER MARKET SHARE* 

1970 1972 1974 1976 1977 1978 


Dr Pepper and 

Sugar Free Dr Pepper 3.8 4.6 5.2 5.8 6.3 6.6 

(*As reported by John C. Maxwell, beverage analyst, Lehman Brothers Kuhn Loeb, Incorporated, New 
York City.) 

National Tracking Study 

During 1978, Dr Pepper conducted its most extensive national research ever in order 
to evaluate market position and determine the success of marketing strategies. Key 
measurements for Dr Pepper from the national tracking study are as follows: 


i 



“1’m a Pepper 

“Be a Pepper”advertising 



INDEX 

12-17 

18-24 

25-34 

35-49 

Past 4-Week 1'rial 

100 

140 

121 

108 

77 

Brand-Last-Tried 

100 

122 

142 

95 

69 

Favorite 

100 

148 

171 

78 

84 

Ever Tried Dr Pepper 

100 

102 

102 

100 

99 


“Past lour-week trial" is the one measure used to indicate recent trial. As our marketing strategies suggest, 
more Dr Pepper is consumed by the 12-17 age group. That is. Dr Pepper consumption is the highest among 
the youngest age group surveyed. 

u Brand-Last-tried" is the trial measure most indicative of market share. On this measure, the 18-24 age 
group was the highest consuming group, 42% above the soft drink average. This group was followed by the 
12-17 age group, which consumed 22% more than the average. 

Dr Pepper was also favored by 18-24 year olds more than any other age group (71% more than the average). 
The 12-17 group favored Dr Pepper 48% more than the average. 

When consumers were asked if they had ever tried Dr Pepper, 91.7% replied affirmatively. Differences 
between age groups were not noticeable on this measure. For all age groups, more than 90% ol the survey 
had tried Dr Pepper. 
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Network Tl 7 music specials 


National research confirms that our sales strategies have had greatest 
impact on the 12-24 year old segment. This is the highest per capita soft drink 
consuming group and the one we need to reach to build a stronger consumer 
franchise. 

Fast-Food/Fountain 

Dr Pepper is attaining increased availability in the fast-food/fountain area of our 
business. We estimate that Dr Pepper is currently available in 37% of the total fast 
lood/lountain area. A U.S. Commerce Department survey in February projected 
last-lood industry sales in 1979 to hit $25.4 billion — a 20% gain over last year. 

Dr Pepper fountain efiorts last year were directed toward gaining availability outside 
the Southwest. Availability in Iaco Bell was extended from the Southwest to 
national distribution. Post-mix availability was substantially increased in K-Mart, 
Stop N Go and 7-11 convenience stores. In addition, we obtained new availabilities 
outside the Southwest in Kentucky Fried Chicken, Church’s Fried Chicken and 
McDonald's stores. 

Dr Pepper registers positive results when placed in post-mix outlets. Initial share 
achievement ranges from 14-30 + % when only one cola is available in that outlet. 
Such performance is encouraging, and sales and marketing efforts will continue to 
focus on the major fast-food chains and convenience store outlets that now have 
post-mix availability. 

Vending 

Single-drink consumption continues to be a forte of Dr Pepper development. 

Vending represents an opportunity for Dr Pepper to be sampled for the first time on 
a paying basis. In 1978, our Vendor Incentive Program accomplished the objective 
of attaining new single-drink availabilities for Dr Pepper. Through the program, 
bottlers purchased more than 27,000 pieces of Dr Pepper-identified equipment 
during 1978 — an increase of 30% over 1977 purchases. In addition, marketing efforts 
were made to increase significantly Dr Pepper availability in all equipment in the 
marketplace. 

In 1978, Dr Pepper introduced a vendor financing plan to help bottlers with 
equipment purchases. Results were above objective, with a substantial number of 
bottlers participating and placing $5.5 million in vendor equipment through this 
program. Response to the success of 1978 vending programs has directed their 
expansion in 1979. 

"Be a Pepper" Advertising/Promotions 

Last year, Dr Pepper introduced the new “Be a Pepper” advertising campaign to all 
markets. The theme was executed in a variety of television commercials, radio spots 
performed by top recording artists, billboards and newspaper ads. From all 
indications, ”Be a Pepper'' will be another landmark advertising campaign for 
Dr Pepper. Research conducted among consumers indicates that campaign recall is 
more than twice that of the average soft drink commercial. In addition, the theme 
has been expanded to a wide variety of popular items such as T-shirts, buttons and 
caps. More than a million "Pepper " wearable items were distributed in 1978 and the 
theme is rapidly becoming a part of the American vernacular. 
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1970-1971 


National stature is enhanced when 
The Coca-Cola Bottling Co. of New 
York , Inc. is franchised to sell 
Dr Pepper products to the Big Apple 
market of 18 million. The company 
introduces one of the industry's 
most intriguing advertising 
campaigns ever , “America's Alost 
Misunderstood Soft Drink." Soon 
after cyclamates are banned by 
FDA , Dr Pepper Company 
introduces Sugar Free Dr Pepper 
with sodium saccharin. The new 
beverage parallels the original taste 
of Dr Pepper , and quickly gains in 
popularity. A new logo for 
Dr Pepper products is first used to 
identify Sugar Free Dr Pepper 
packages. 
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Dr Pepper’s media strategy in 1978 again focused on the use of television specials, 
featuring contemporary entertainment artists who are popular among heavy soft 
drink consumers. These included, The Second Barry Mamlow Special in February, the 
Olivia Newton-John Special in May, Paul Anka in Monte Carlo in August and New Year's 
Rockin' Eve, which generated the largest audience ever for an ABC late night 
program. In addition to these high impact specials, heavy network TV and local 
bottler TV and radio support were provided in the prime consumption season. 


Sales promotion activities in 1978 continued to place more emphasis on selected 
programs. In the grocery trade area, two major promotions were run: The Beef 
Promotion, offering consumers who purchased Dr Pepper a discount certificate worth 
$2 toward the purchase of beef, and “Be a Pepper", a premium item promotion 
designed to take advantage of the high-level consumer interest in our “Be a Pepper" 
advertising theme. Both programs received strong support from our bottlers and the 
trade. During the year, extensive promotion material was made available for the fast- 
food segment of the market. These opportunities included glass premium offers tying 
in with the popular television series Happy Days and Star Trek. 

Youth Activities 

In 1978, activities oriented toward the youth market expanded appreciably. These 
activities supported our association with the North American Soccer League and the 
substantial interest generated in the marketplace, primarily in the teenage consumer 
segment, by the growth of this international sport. Dr Pepper now has exclusive 
sponsorship rights to these soccer properties: 



• North American Soccer League Rookie-of-the-Year Award 

• National Association of Intercollegiate Athletics National Soccer Championships 

• National Soccer Coaches of America Association All-America Awards 

Soccer has recently become the number one youth sport and because of its mode of 
play, girls now comprise 40% of the youth participants. Dr Pepper's association and 
participation comes from our exclusive properties plus Soccer for Everyone, a training, 
skills-development and educational film for soccer coaches, players and our Soccer 
Pepper Youth Competition Program. 

Packaging 

Cans and returnable bottles continue to be the most important packages in the total 
Dr Pepper package mix. However, cans have replaced returnable bottles as the most 
important package. This change is due to increased vending activities by our bottlers 
to satisfy consumers who prefer the convenient can package. 


A new dimension was added to the packaging area of the soft drink industry in 1978. 
During the second quarter, 2-liter plastic bottles began appearing nationwide. The 
strong, lightweight packages are designated throughout the industry as PET 
(polyethylene terephthalate). Almost 10% of the industry moved into plastic 
packaging in 1978. Dr Pepper realized availability of this package during the last 
quarter of the year and did not have an opportunity to share in the high level of 
consumer acceptance of this package. As indicated in the package mix chart, only 
1.7% of Dr Pepper sales were in the PE I package. 



PET 2-liter packages 
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DR PEPPER PACKAGE MIX 



1976 

1977 

1978 

Cans 

38.6% 

43.2% 

te.3% 

Returnables 

48.1% 

43.2% 

38.4% 

Non-Returnables: 

Glass 

13.3% 

13.6% 

13.6% 

Plastic 

— 

— 

1.7% 


100.0% 

100.0% 

100.0% 


Dr Pepper has introductory incentive programs for the new plastic packages. 

In 1979, we will move aggressively toward national availability in plastic 
packaging. 

Sugar Free Dr Pepper 

Dr Pepper and Sugar Free Dr Pepper continue to have high growth potential in food 
stores, even though both brands lag competition in large-size, returnable and plastic 
packaging. Our Nielsen share, which measures movement through the grocery area 
of business, reached an all-time high of 5.0 in 1978. With continued emphasis on 
large-size, returnables and PET packaging, this growth should continue. Sugar Free 
Dr Pepper's increased sales in 1978 again placed it among the fastest-growing soft 
drinks on the market. Despite the uncertainty associated with potential government 
action to ban saccharin, consumers continue their positive reaction to the great taste 
of Sugar Free Dr Pepper. Sugar Free Dr Pepper was supported with a new 
advertising theme, "It Tastes Fattening But It's Not/' This campaign emphasizes the 
most important characteristics of Sugar Free Dr Pepper: its great taste with only 1/4 
calorie per ounce. 



Dr Pepper 

Me trap lex Refreshment Co. 
Dallas/Fort Worth 


i 

i 




Subsidiary Operations 

The level of brand awareness in Dr Pepper Company’s subsidiary plant markets rose 
dramatically in 1978. Volume and profits were up last year for the corporate plants 
group, which includes Dallas/Fort Worth, Waco, San Antonio and Houston, Texas 
and Gardena, California. The latter is home base of the Dr Pepper Bottling 
Company of Southern California (DPSC), acquired in February, 1977. 

Last year, record case sales for the corporate group generated a sizeable increase in 
earnings. To maximize the growth potential for Dr Pepper products in the 
rapidly-growing Southern California marketplace, DPSC sold its San Diego 
franchise assets to the Coca-Cola Bottling Co. of San Diego. The new franchisee will 
service accounts selling to a trade population of 1.6 million. 

DPSC will continue stepped-up marketing efforts in Los Angeles, Orange, San Luis 
Obispo, Santa Barbara and Ventura Counties. Combined trade population of the 
sprawling DPSC franchise is 9.5 million. To increase sales and service capabilities to 
a potential 1.3 million consumers in the San Fernando Valley, DPSC opened a 
25,000 sq. ft. distribution center last fall in Sylmar. 
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1973 


One year after becoming the fourth 
largest-selling brand soft drink in 
America , Dr Pepper Company 
reaches beyond the North American 
borders when Tokyo Coca-Cola 
Bottling CoLtd., Okinawa 
Coca-Cola Bottling Co. and Tone 
Soft Drink Co. introduce Dr Pepper 
to Id million Japanese. The 
company's first major move into the 
international marketplace provides 
e \ pertise for future e \ pansion. 
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The past year marked completion of Dr Pepper Company's largest, most important 
capital expenditure project ever, the $21 million production/distribution center in 
the Dallas suburb of Irving. The 440,000 sq. ft. facility contains five high-speed 
bottling lines, including one for filling 2-liter PET bottles. Since December, the 
Dr Pepper Metroplex Refreshment Company has been operating a canning line with 
a high-speed rate of 1,500 aluminum cans per minute. Completion of this production 
element will aid in satisfying a growing consumer demand among the Metroplex/ 
North Texas population of some 3 million. Production capability of the Irving center, 
one of the largest in North America, is 25 million cases annually. 

The Houston franchise has an option on a 21-acre tract in South Houston for 
construction of a production/distribution center. Preliminary engineering, site 
planning and equipment evaluation are under way. Ground-breaking for this 
230,000 sq. ft. center is expected this spring. Current plans call for the major portion 
of project funding to come from internal sources. When completed in 1980, the 
Houston plant will operate two high-speed bottling lines and one high-speed canning 
line. The new facility, coupled with a long-range network of satellite distribution 
centers, will at last strengthen this subsidiary to compete effectively in the state's 
fastest-growing soft drink market. Market population for the Houston franchise is 2.5 
million. 

International Markets 

Expansion of the company's international division in 1978 included license 
agreements signed with Jordanian Soft Drink Industries Co., (P) Ltd. in Amman and 
Embotelladora Guatemalteca, S.A. in Guatemala City. Affiliation with the 
Jordanian firm produced the first sales ever of bottled Dr Pepper in the Middle East. 
The Amman-based franchisee has a new plant (completed in 1977) in the center of a 
market of 3.5 million. The Guatemalan soft drink company is the first Dr Pepper 
franchisee in Central America. 

Franchised bottler performance in 1978 was strong in Japan (Tokyo, Tone and 
Okinawa) and Malta. Dr Pepper was introduced in the latter in mid-1976. 

International opportunities will continue to receive judicious scrutiny wherever the 
potential for Dr Pepper acceptance and growth appears to be the greatest. 

Sales in Canada in 1978 were the best since Dr Pepper was introduced in 1961. A 
stronger Canadian franchise network from coast-to-coast has shown greater 
commitment to 1979 marketing programs for Dr Pepper and Sugar Free Dr Pepper. 
New Canada franchise affiliations in 1978 included Browning Harvey Ltd., with 
three plants in Newfoundland and Labrador; Gray Beverage (Alberta) Ltd. in 
Edmonton; and Thames Valley Beverages Ltd., operating three plants in Ontario 
Province. 
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Management's Discussion 
and Analysis of Operations 

Sales 

An increase in net sales of 19.5% was recorded in 1978. 
Several factors contributed to this increase. First, syrup 
and concentrate unit volume sales increased 
approximately 8% in 1978, and similar increases were 
recorded in the corporate-owned franchise bottling 
companies. Second, price increases were put into effect 
on Dr Pepper concentrate, Sugar Free Dr Pepper 
concentrate and Dr Pepper fountain syrup in early 1978. 
These increases, the first since 1975 for concentrate and 

1976 for fountain syrup, ranged from 3.8% to 8.3%. A 
third factor was that 1978 was the first full year of 
operation for Dr Pepper Bottling Company of Houston, 
Inc. That company initiated operations in June, 1977. 

Other reasons for the strong increase in net sales include 
the increase in corporate franchisees’ percentage of 
contribution to net sales (before elimination of inter¬ 
company sales) in 1978. It rose to 38.5% as compared to 
36.0% in 1977 and 35.7% in 1976. Also, Sugar Free 
Dr Pepper continued to grow, and, of all concentrate 
and syrup gallonage sold in 1978, it accounted for 16.4% 
of the total volume. This represents an increase over 

1977 and 1976, when the percentage of gallonage 
represented by Sugar Free Dr Pepper was 15.7% 

In 1977, net sales increased 21.1% over the previous year. 
The increase reflected unit volume increases of 15%, as 
well as changes in product mix, with fountain and 
canner gallonage increasing their shares. Also, Dr Pepper 
Bottling Company of Houston, Inc. began operations in 
mid-year, 1977. 

Cost of Sales 

In 1978, there was a 17.7% increase in cost of sales. Raw 
materials, as in prior years, continued to be the principal 
reason. Phis was especially true for costs of cans, 
returnable and non-returnable glass, and other 
packaging supplies. Sweetener cost for the year did not 
increase significantly. In relation to net sales, cost of sales 
was 52.1% in 1978 as compared to 52.9% in 1977. 

In 1977, cost of sales increased 25.4% over 1976 results. 
The increase was due to increased cost of raw materials, 
primarily packaging supplies, as well as a shift in 
product mix to fountain and can business (the latter 
represent items requiring higher costs than the 
production of concentrates). 


Administrative , Marketing and General 

The increase in marketing expenses for Dr Pepper 
Company and its five bottling subsidiaries was the 
principal reason that this category increased 27.7% in 
1978 over 1977. Other factors included increases in 
salaries and wages, higher pension costs of 
approximately 20% and generally increased costs 
throughout the administrative areas to support the 
continuing growth of the Company. Administrative, 
marketing and general expenses were 32.8% of net sales 
in 1978 as compared to 30.7% in 1977. 

The 16.7% increase reflected in 1977 operations over 
1976 was due mainly to marketing expenses relating to 
the sale of Dr Pepper and Sugar Free Dr Pepper. In 
1977, these expenses decreased by 1.2% to 30.7% of net 
sales as compared to 31.9% in 1976. 

Other Income 

In 1978, other income increased by 10.1%, or $135,000, 
over 1977 results. During 1978 and 1977, other income 
was .5% and .6% of net sales, respectively. Items which 
contributed to the 1978 increase included Dr Pepper 
Bottling Company of Southern California’s gain on the 
sale of its San Diego franchise assets and adjustments to 
provision for taxes which were provided in prior years. 
Also, in 1978, the loss incurred from Japan operations 
was recorded in the consolidated statements, rather than 
by the equity method, and is, therefore, a part of 
operating profit. In prior years, losses in Japan were 
recorded as an item of other income. 

In 1977, other income decreased approximately 15% 
from 1976. This $234,000 decrease was attributable to a 
reduction in investment income. In addition to lower 
interest rates in 1977 as compared to 1976, funds 
available for investment decreased significantly due to 
construction of the new production and distribution 
facility for the Dallas/Fort Worth Metroplex; start-up 
costs required for operations of the Dr Pepper Bottling 
Company of Houston, Inc.; and the retirement of certain 
long-term debts at Dr Pepper Bottling Company of 
Southern California. 

Taxes 

Federal and state income taxes increased by 3.6% in 1978 
over the provision for 1977. The effective tax rate 
decreased from 47.2% in 1977 to 44.4% for the current 
year. The small increase in taxes and the lower effective 
rate was attributable to a significant increase in 
investment tax credit in 1978. The investment tax credit 
for 1978 was $1,593,000 as compared to $660,000 in 
1977. The majority of this increase was due to the 
completion of the new production and distribution 
facility for the Dallas/Fort Worth Metroplex in 1978. 
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For 1976, the effective tax rate was 47.4%, approximately 
the same rate incurred in 1977. The increase in taxes 
from 1976 to 1977 was 14.8%, which relates primarily to 
the increase in pre-tax earnings between the two years. 

Net Earnings 

The 16% increase in net earnings in 1978 versus 1977 was 
due to the increase in sales and the lower effective tax 
rate. In 1977, net earnings increased by 14.3% over 1976, 
due primarily to strong sales increases. Net earnings as a 
percent of net sales was 8.7% in 1978, as compared to 
9.0% in 1977 and 9.5% in 1976. 

Balance Sheet Analysis: 

The following is an analysis of changes in major 
components of the Balance Sheet between 1978 and 
1977: 

Working Capital 

The ratio of current assets to current liabilities for 1978 
was 2.6:1 as compared to 2.8:1 in 1977. Components of 
current assets which changed significantly in 1978 
include: 

Marketable securities decreased by $8,704,000 in 1978, 
or 63.1% from the 1977 year-end balance. The reduction 
in securities was due to the use of these funds to finance 
the construction of the Dallas/Fort Worth production 
and distribution facility. 

Trade accounts receivable were up $5,018,000, or 34.8% 
in 1978 over 1977. This increase reflects the increase in 
sales, the effect of higher prices, and the fact that 
corporate-owned franchised bottling companies, whose 
unit prices are higher than those for syrup and 
concentrate, represented a higher percent of consolidated 
net sales in 1978. 

Inventories of raw materials and supplies decreased by 
$2,927,000, or 31.9% from 1977 year-end levels. Most of 
this decrease is accounted for by higher than normal 
purchases of canning materials from suppliers during the 
latter part of 1977 in anticipation of a possible labor 
strike in the can industry. 

Current liabilities as a whole changed only 1.6% in 1978, 
which represented a decrease of $261,000. Changes 
which occurred in the various categories were the result 
of normal business operations. 

Other Assets and Liabilities 

Property, plant and equipment increased $19,470,000 in 
1978. The majority of the increase is due to 
construction of the new Dallas/Fort Worth Metroplex 
production and distribution facility. 


The increase in deferred federal and state income taxes 
arose primarily from the depreciation of property, plant 
and equipment by the straight-line method for reporting 
purposes versus the accelerated method for tax purposes. 

Stockholders ’ Equity 

Book value for the Company increased by 14.8% in 1978 
to $4.35 per share. In 1977, book value per share was 
$3.79. The return on stockholders' equity of $87,839,000 
in 1978 and $76,587,000 in 1977 was 26.8% and 26.5%, 
respectively. The return on total capital invested for 
both 1978 and 1977 was 25.7%. 

Total capital invested consists of the year-end balances 
for stockholders' equity, deferred taxes and credits, and 
notes payable, including current portion. Earnings used 
is the sum of net earnings and after-tax interest paid on 
notes payable during the year of measurement. 

Dividends: 

The Company paid an annual dividend of 61<t per share 
in 1978 which was 60% of the prior year's earnings per 
share and in keeping with Management's objective to 
pay out approximately 60% of prior year's earnings in 
dividends to shareholders. The increase in 1978 was 8C 
per share over 1977 representing a 15.1% increase. The 
Company has paid quarterly dividends for 196 straight 
quarters. Distribution of dividend by quarter was: 

1978 1977 1976 


1st Quarter.. 

. $.15 

.11 

.09 

2nd Quarter. 

.15 

.14 

.10 

3rd Quarter. 

.15 

.14 

.10 

4th Quarter. 

.16 

.14 

.11 


$.61 

.53 

.40 


Market price of common stock: 

The stock of the Company is listed on both the New 
York Stock Exchange and the Pacific Stock Exchange 
where it is traded under the symbol DOC. DOC has 
been traded on the New York Stock Exchange since 
March 18, 1946, and began trading on the Pacific Stock 
Exchange June 27, 1977. The stock also trades on an 
unlisted basis on the Boston and Midwest Stock 
Exchanges. The table below shows the reported high and 
low sales prices of the stock on the New York 
Stock Exchange for the periods indicated. 

1978 1977 1976 



HICH 

LOW 

HIGH 

LOW HIGH 

LOW 

1st Quarter 

$15% 

13% 

14% 

11 

17% 

11 

2nd Quarter 

19% 

14% 

13% 

11 

16% 

13% 

3rd Quarter 

20% 

16% 

15% 

n% 

17% 

14% 

4th Quarter 

20% 

14 

17% 

14% 

15% 

12% 


The closing price of the stock on December 29, 1978, was 
$14%. In 1977 and 1976, the closing prices were $14 5 /s 
and $14%, respectively. 
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Five-Year Statistical Analysis 

DR PEPPER COMPANY AND SUBSIDIARIES 


Net sales 

(in thousands of dollars) 


3(X) 

250 

200 

150 

100 

50 


$271,008 


$226,750 

$187,216 


$171,862 


$155,532 


1974 1975 1976 1977 1978 

Earnings per share 


1.20 

1.00 

.80 

.60 

.40 

$.20 


Dividends per share 

(in cents) 


90 

75 

60 

45 

30 

15 


6K 


53c 


40c 


28c 


3P/2C 


1974 1975 1976 1977 1978 

Return on stockholders' equity 


(in dollars) 


(percent) 

$1.17 

jU 

26.8% 26.8% 

SI.01 

25 

26.5% 

$.88 



20 

19.5% 


18.2% 

$.55 



$.47 

I J 



10 



5 






1974 1975 1976 1977 1978 


1974 1975 1976 1977 1978 
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Five-Year Summary of Operations 

(in thousands except for per share amounts) 



1978 

1977 

1976 

1975 

1974 

Operating Results 

Net sales. 

$271,008 

226,750 

187,216 

171,862 

155,532 

Cost of sales. 

141,093 

119,910 

95,642 

97,231 

92,758 

Gross profit. 

129,915 

106,840 

91,574 

74,631 

62,774 

Administrative, marketing and general 

expenses. 

88,969 

69,665 

59,711 

49,051 

45,417 

Operating profit. 

40,946 

37,175 

31,863 

25,580 

17,357 

Other income (loss), net. 

1,464 

1,329 

1,563 

(388) 

677 

Earnings from continuing operations 

before income taxes. 

42,410 

38,504 

33,426 

25,192 

18,034 

Income taxes. 

18,845 

18,182 

15,834 

12,307 

8,355 

Earnings from continuing operations.. 

23,565 

20,322 

17,592 

12,885 

9,679 

Earnings (loss) from discontinued operations, 
net of applicable income taxes. 

_ 

_ 

193 

(1,950) 

(337) 

Net earnings. 

23,565 

20,322 

17,785 

10,935 

9,342 

Balance Sheet Data 






Current assets. 

$ 43,090 

46,127 

55,566 

41,798 

30,209 

Current liabilities. 

16,353 

16,614 

22,536 

17,332 

15,945 

Working capital. 

26,737 

29,513 

33,030 

24,466 

14,264 

Fixed assets, net. 

54,281 

39,386 

25,634 

20,412 

24,143 

Other assets. 

10,763 

10,819 

12,164 

13,087 

14,909 

Other liabilities. 

3,942 

3,131 

4,495 

1,806 

2,111 

Stockholders’ equity. 

87,839 

76,587 

66,333 

56,159 

51,205 

Per Share of Common Stock Data 

Earnings from continuing operations.. 

$ 1.17 

1.01 

.87 

.64 

.48 

Earnings (loss) from discontinued operations . . 

— 

— 

.01 

(.09) 

(.01) 

Net earnings. 

1.17 

1.01 

.88 

.55 

.47 

Dividends. 

.61 

.53 

.40 

.3P/2 

.28 

Book value. 

4.35 

3.79 

3.31 

2.81 

2.56 

Number of weighted average 

shares outstanding. 

20,212 

20,193 

20,173 

20,015 

20,007 


Note: Years 1974 through 1976 are restated to include merger with Dr Pepper Bottling Company of Southern 
California, February 25, 1977. Merger was accounted for as a pooling of interests. 

Certain reclassifications for 1974 through 1977 have been made to conform with 1978 classifications. 
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Consolidated Balance Sheets 

DR PEPPER COMPANY AND SUBSIDIARIES 

December 31, 1978 and 1977 

Assets 1978 


Current assets: 

Cash. $ 2,122,000 

Marketable securities — at cost, which approximates market (note 3). 5,100,000 

Receivables: 

Trade accounts (net of allowance for doubtful receivables 

of $348,000 in 1978 and $308,000 in 1977). 19,443,000 

Other notes and accounts. 251,000 

Inventories: 

Finished products. 5,637,000 

Raw materials and supplies. 6,236,000 

Prepaid expenses. 4,301,000 

Total current assets. 43,090,000 

Notes receivable and other assets. 2,473,000 

Land held for investment, at cost. 1,787,000 

Property, plant and equipment — at cost: 

Land. 2,488,000 

Buildings and improvements. 21,727,000 

Machinery, equipment and furniture. 52,903,000 

77,118,000 

Less accumulated depreciation. 22,837,000 

Net property, plant and equipment. 54, 281,000 


Franchises, formulae and trademarks — at unamortized 

cost or nominal value. 6,503,000 

$108,134,000 


Liabilities and Stockholders' Equity 

Accounts payable and accrued expenses. $ 15,417,000 

Current portion of notes payable. 169,000 

Federal and state income taxes. 767,000 

Total current liabilities. 16,353,0 00 

Notes payable. 370,000 

Deferred federal and state income taxes. 2,806,000 

Other deferred credits. 766,000 

Stockholders' equity (notes 5 and 6): 

Common stock without par value. Authorized 25,000,000 shares; 

issued 20,200,313 shares in 1978 and 20,199,513 shares in 1977. 13,117,000 

Retained earnings. 74,722,000 

Total stockholders' equity. 87,839,000 

Contingencies (note 9) _ 

$108,134,000 


See accompanying notes to consolidated financial statements. 


1977 


1,617,000 

13,804,000 


14,425,000 

403,000 

4,249,000 

9,163,000 

2,466,000 

46,127,000 

1,594,000 

1,787,000 

2,292,000 

15,750,000 

39,606,000 

57,648,000 

18,262,000 

39,386,000 

7,438,000 

96,332,000 


13,289,000 

205,000 

3,120,000 

16,614,000 

651,000 

2,013,000 

467,000 

13,108,000 

63,479,000 

76,587,000 


96,332,000 
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Consolidated Statements of Earnings and Retained Earnings 
DR PEPPER COMPANY AND SUBSIDIARIES 

Years ended December 31, 1978 and 1977 


Net sales. 

Cost of sales. 

Gross profit. 

Administrative, marketing and general expenses . / 
Operating profit. 

Other income, net. 

Earnings before income taxes. 

Federal and state income taxes (note 4): 

Current. 

Deferred. 


Net earnings. 

Retained earnings at beginning of year. 

Dividends paid — S.61 per share in 1978 and S.53 per share in 1977 
Retained earnings at end of year. 

Earnings per common share and common share equivalent. 


1978 

1977 

$ 271 , 008,000 

226,750,000 

141 , 093,000 

119,910,000 

129 , 915,000 

106,840,000 

88 , 969,000 

69,665,000 

40 , 946,000 

37,175,000 

1 , 464,000 

1,329,000 

42 , 410,000 

38,504,000 

18 , 052,000 

17,355,000 

793,000 

827,000 

18 , 845,000 

18,182,000 

23 , 565,000 

20,322,000 

63 , 479,000 

53,743,000 

12 , 322,000 

10,586,000 

$ 74 , 722,000 

63,479,000 

$ 1.17 

1.01 


See accompanying notes to consolidated financial statements. 











































Consolidated Statements of Changes in Financial Position 
DR PEPPER COMPANY AND SUBSIDIARIES 

Years ended December 31, 1978 and 1977 


Sources of working capital: 

Net earnings. 

Add items which do not affect working capital: 

Depreciation of property, plant and equipment. 

Amortization of franchises, formulae and trademarks. 

Deferred income taxes. 

Working capital provided by operations. 

Issuance of 800 shares of common stock in 1978 and 179,091 shares in 1977 

Decrease in notes receivable and other assets. 

Decrease in franchises, formulae and trademarks 

Increase in long-term debt.. . 

Increase in other deferred credits. 


Uses of working capital: 

Dividends on common stock. 

Additions to property, plant and equipment . . 
Increase in notes receivable and other assets. . . 

Retirement of long-term debt. 

Increase in franchises, formulae and trademarks 

Decrease in working capital. 

Changes in components of working capital: 
Increase (decrease) in current assets: 

Cash and marketable securities. 

Receivables. 

Inventories. 

Prepaid expenses. 


Increase (decrease) in current liabilities: 
Accounts payable and accrued expenses 

Notes payable. 

Federal and state income taxes. 


Decrease in working capital 


1978 

1977 

$ 23 , 565,000 

20,322,000 

6 , 603,000 

4,523,000 

111,000 

97,000 

793,000 

827,000 

31 , 072,000 

25,769,000 

9,000 

518,000 

— 

1,348,000 

824,000 

— 

— 

344,000 

299,000 

191,000 

32 , 204,000 

28,170,000 

12 , 322,000 

10,586,000 

21 , 498,000 

18,275,000 

879,000 

— 

281,000 

2,726,000 

— 

100,000 

34 , 980,000 

31,687,000 

$ ( 2 , 776 , 000 ) 

(3,517,000) 


$ ( 8 , 199 , 000 ) 

(19,951,000) 

4 , 866,000 

2,843,000 

( 1 , 539 , 000 ) 

7,417,000 

1 , 835,000 

252,000 

( 3 , 037 , 000 ) 

(9,439,000) 

2 , 128,000 

2,800,000 

( 36 , 000 ) 

(7,664,000) 

( 2 , 353 , 000 ) 

(1,058,000) 

( 261 , 000 ) 

(5,922,000) 

$ ( 2 , 776 , 000 ) 

(3,517,000) 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 
DR PEPPER COMPANY AND SUBSIDIARIES 
December 31, 1978 and 1977 

(1) Summary of Significant Accounting Policies 

(a) Consolidation and General 

The consolidated financial statements comprise the 
accounts of the Company and its subsidiaries, all of which 
are wholly owned. During 1977,the Company acquired all 
of the common stock of Dr Pepper Bottling Company of 
Southern California in a transaction accounted for as a 
pooling of interests (see note 2). All material 
intercompany accounts, transactions and profits have 
been eliminated. 

The Company manufactures, markets, sells and 
distributes soft drink concentrates (the basic ingredient for 
soft drinks) and fountain syrups (concentrate with 
sweeteners and water added), principally to independent, 
franchised bottlers in the United States. To a lesser extent 
the Company also bottles and distributes soft drinks 
through wholly owned subsidiaries and cans soft drinks 
for sale to its franchised bottlers. 

(b) Inventories 

Inventories are stated at the lower of cost (first-in, 
first-out) or market (net realizable value) or the lower of 
cost (last-in, first-out) or market. The excess of current cost 
over stated last-in, first-out cost is not material. 

(c) Investment in Joint Venture 

In 1977, the Company had a 50% interest in Dr Pepper 
Japan, Ltd., a joint venture marketing Dr Pepper in 
Japan. Dr Pepper Japan, Ltd. had a fiscal year ended 
November 30 and Dr Pepper Company accounted for its 
investment by the equity method. The investment and 
results of operations were not significant to Dr Pepper 
Company. In 1978, the Company purchased 100% of the 
assets of its joint venture and formed Dr Pepper Japan 
Company. The accounts of Dr Pepper Japan Company 
are included in the accompanying consolidated financial 
statements. 

(d) Property , Plant and Equipment 

The Company and its subsidiaries provide for 
depreciation of property, plant and equipment on a 
straight-line basis over the estimated useful life of the 
asset. The Company uses the inventory method of 
accounting for returnable containers. 


Maintenance and repairs are charged to operations as 
incurred; renewals and betterments are capitalized and 
depreciated. The cost and accumulated depreciation of 
properties sold or disposed of are removed from the 
accounts. The resultant profit or loss on such transactions 
is credited or charged to earnings. 

(e) Franchises , Formulae and Trademarks 

The costs of franchises acquired subsequent to 1971 are 
being amortized primarily over forty years. The costs of 
franchises acquired in 1971 and prior years are not 
required to be amortized and, in the opinion of 
management, there has been no diminution in their value. 

(f) Federal Income Taxes 

Deferred taxes are provided for all items included in the 
consolidated statements of earnings regardless of when 
such items are reported for tax purposes. Such deferred 
taxes arise principally from using accelerated depreciation 
methods for tax purposes and the straight-line basis for 
financial statement purposes. 

Investment tax credits are recorded as a reduction of 
federal income tax expense in the year realized. 

(g) Earnings Per Common and Common Share Equivalent 
Earnings per common share and common share 
equivalent are based on the weighted average number of 
shares outstanding and equivalent shares from dilutive 
stock options and warrants. 

(h) Other 

Certain 1977 balances have been reclassified to conform 
with 1978 classifications. 

(2) Merger 

On February 23, 1977, shareholders of Dr Pepper Bottling 
Company of Southern California (Bottling) approved the 
merger agreement with the Company whereby the 
Company would issue .8 of a share of common stock for 
each share of Bottling’s shares outstanding. The Company 
issued 1,087,979 shares of its common stock to Bottling 
shareholders and warrant holders. All outstanding options 
and warrants of Bottling were satisfied by issuance of the 
equivalent of 179,091 shares for consideration of $518,000 
in 1977 prior to the merger. 

(3) Marketable Securities 

Marketable securities included in current assets at 
December 31, 1978 and 1977 consisted primarily of 
United States Treasury obligations. 
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(4) Income Taxes 

The “expected'' provision for income taxes, computed by 
applying the federal income tax rate ol 48% to earnings 
before income taxes, is reconciled to the provision tor 
income taxes as follows: 


Computed “expected'' tax 

provision. 

Investment tax credit . . . 
Other. 


1978 


$20,357,000 

(1,593,000) 

81,000 

$18,845,000 


1977 


18,482,000 

(660,000) 

360,000 

18,182,000 


(5) Stock Option Plan 

The Company has in effect a qualified stock option plan 
under which the Board of Directors may grant options to 
selected employees to purchase common stock of the 
Company. The exercise price of options granted under the 
Plan may not be less than the quoted market price at date 
of grant, and the options expire five years from date of 
grant. At December 31, 1978, options were outstanding to 
purchase 39,950 shares (49,000 shares in 1977) at prices 
ranging from $10.75 to $18.75 per share ($732,000 
aggregate). Of the outstanding options, 39,750 shares are 
currently exercisable (40,150 shares in 1977). During 1978, 
options were exercised for 800 shares at $10.75 per share 
($9,000 aggregate) and 8,250 shares were forfeited. During 
1977, no options were exercised. At December 31, 1978, 
there were 132,100 unoptioned shares available for option 
under the Plan. 

(6) Long-term Incentive Compensation Plan 

In 1976, Dr Pepper Company shareholders approved the 
adoption of the Long-term Incentive Compensation Plan 
which includes a long-term nonqualified stock option plan 
and a contingent performance award plan for key 
management. The Plan is administered by a committee of 
the Board of Directors whose members are neither officers, 
employees nor participants under the Plan. Nonqualified 
stock options and/or performance awards can be granted 
each year beginning in 1976 and continuing through 
1985. A total of 500,000 shares of Dr Pepper common 
stock is available for nonqualified stock options or 
performance awards. The exercise price of options granted 
under the Plan may not be less than the quoted market 
price at date of grant, and the options expire ten years 
from the date of grant or at an earlier date if specified. 


Contingent performance awards are to be earned over a 
five-year Award Period and the cash portion is payable at 
the end of that period. A new five-year Award Period will 
begin each year through 1985. The cash portion of 
performance awards, which is being accrued over the 
five-year Award Period, may be adjusted based upon 
corporate performance goals attained during such period. 
The portion of performance awards granted in the form of 
nonqualified stock options are not exercisable until five 
years after the date of grant. Cash awards currently being 
accrued and nonqualified stock options granted are 
detailed as follows: 

Cash 

perfor- Nonqualified stock options 

mance Option price 

awards Number of Aggre- 

payable shares Per share gate 

$ 704,000 28,123 $12,125-15.375 380,000 

430,000 13,755 15.625 215,000 

$1,134,000 41,878 $595,000 

In addition to the above, nonqualified stock options to 
purchase shares of Dr Pepper common stock are 
outstanding as follows: 

Number of Option price 


Year shares Per share Aggregate 

1977 and prior. . . 59,505 $12,125-15.375 796,000 

1978 . 33,569 15.625 525,000 

93.074 $1,321,000 


At December 31, 1978 the stock options granted in 1977 
and prior were exercisable. The nonqualified stock 
options granted in 1978 w ill become exercisable on April 
18, 1979. 

(7) Pension Plan 

The Company and its subsidiaries provide a funded 
pension plan for all non-union employees over 25 years of 
age w ith one year of service. Pension expense aggregated 
$795,000 and $659,000 in 1978 and 1977, respectively. 
The Company’s policy is to fund pension costs which are 
comprised of normal costs and amortization of prior 
service costs. Past service costs established prior to 1976 
are being amortized over a period of 40 years and 
increases to past service costs in 1976 and therealter are 
amortized over 30 years. The companies expect to 
continue the plan indefinitely but have the right to 
discontinue it at any time. The assets of the plan exceeded 
the actuarially computed vested benefits as of December 
31, 1978. Unfunded past service costs amounted to 
approximately $2,937,000 at December 31, 1978. 


Performance 

award 

year 

1977 and prior 

1978 . 
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(8) Summary of Quarterly Financial Data (Unaudited) 

The following quarterly financial information is 
unaudited, however, in the opinion of management all 
adjustments (none of which were other than normal 
recurring accruals) necessary to a fair statement of the 
results of operations for the interim periods have been 
included (000 omitted except per share amounts): 


Three month s ended 

Mar. 31 June 30 Sept. 30 Dec. 31 


Net sales: 

1978 

$54,684 

74,238 

79,430 

62,656 

1977 

$44,555 

59,893 

68,958 

53,344 

Gross profit: 

1978 

$27,996 

35,237 

36,746 

29,936 

1977 

$22,726 

28,866 

31,182 

24,066 

Net earnings: 

1978 

$ 4,843 

6,450 

7,214 

5,058 

1977 

$ 4,366 

5,442 

6,173 

4,341 

Per share: 

1978 

$ .24 

.32 

.36 

,25 

1977 

$ .22 

.21 


21 

(9) Contingencies 

The Company features a 

cooler-vendor incentive 

program 


whereby the Company orders coolers or vending 
equipment for the benefit of bottlers. Through 
arrangements made by the Company, the bottlers finance 
their purchases with a Dallas, Texas bank. 

The Company is contingently liable for repayment of 
these loans to the bank. Such loans aggregated 
approximately $4,800,000 at December 31, 1978. 

On February 23, 1979, a private antitrust action was 
filed in Louisiana in which the plaintiff contends that 
the Company's decision to license the Coca-Cola bottler 
in Lake Charles, La., to produce Dr Pepper soft drinks, 
rather than the plaintiff (a 7-UP/Pepsi bottler), was 
violative of federal antitrust laws. Damages are sought in 
the amount of $15 million, trebled. The Company 
intends to defend this action vigorously, and believes 
that the plaintiffs claims are unfounded, without merit, 
and that the Company has substantial defenses to the 
plaintiffs claims. 


Accountants’ Report 

The Board of Directors 
Dr Pepper Company: 

We have examined the consolidated balance sheets of 
Dr Pepper Company and subsidiaries as of December 31, 
1978 and 1977 and the related consolidated statements of 
earnings and retained earnings and changes in financial 
position tor the years then ended. Our examinations were 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

In our opinion, the aforementioned financial statements 
present fairly the financial position of Dr Pepper 
Company and subsidiaries as of December 31, 1978 and 
1977 and the results of their operations and the changes in 
their financial position for the years then ended, in 
conlormity with generally accepted accounting principles 
applied on a consistent basis. 





Dallas, Texas 
February 9, 1979 

(except the third paragraph of note 9 which is as of 
February 23, 1979) 
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Dr Pepper Company directors inspect 
2- liter PEI' bottles being filled m the 
Dr Pepper Metroplex Refreshment 
Company in Irving , Texas. In addition to 
the PETfilling line , the new Metroplex 
production/distribution center , operates four 
other package-filling lines and a recently- 
completed canning line. The 440,000 sq. 
ft. facility is Dr Pepper Company's largest , 
most important capital expenditure ever and 
was completed in 1978. 
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Directors 

W. W. Clements 

Chairman of the Board , President and Chief Executive 
Officer, Dr Pepper Company, Dallas, Texas 

John B. Connally 

Senior Partner, Vinson & Elkins, Attorneys at Law, 
Houston, Texas 

Edwin L. Cox 

Oil and Gas Producer, Dallas, Texas 

Robert B. Cullum 

Chairman of the Executive Committee, The Cullum 
Companies, Inc. (supermarkets and drug stores), Dallas, 
Texas 

Raymond H. Cummins 

Retired, former Chairman of the Board and Chief Executive 
Officer, Goldsmith’s Department Store, Memphis, 

Tennessee, and former Vice President, Federated 
Department Stores, Inc. 

E. Burke Giblin 

Chairman of the Executive Committee and former Chairman 
of the Board and Chief Executive Officer, Warner-Lambert 
Co. (pharmaceuticals), Morris Plains, New Jersey 

James A. Gooding, Jr. 

President, Dr Pepper Bottling Company, Denver, Colorado 

Lamar Hunt 

Chairman of the Board, Kansas City Chiefs Football Club, 
Kansas City, Missouri, and Vice President, Hunt Energy 
Corporation, Dallas, Texas 

Pat W. McNamara, Jr. 

Dr Pepper Bottling Companies, Lubbock and Plainview, 
Texas 

William R. Roberson,Jr. 

Chairman and Chief Executive Officer, Roberson's 
Beverages, Inc. (soft drink bottling plants), Chairman and 
Chief Executive Officer, North Carolina Television, Inc., 
Washington, North Carolina 

John M. Stemmons 

Chairman, Industrial Properties Corporation (land 
developers), Dallas, Texas 

John P. Thompson 

Chairman of the Board and Chief Executive Officer, The 
Southland Corporation (retail food stores), Dallas, Texas 

*W. D. White 

Counsel, Rain Harrell Emery Young & Doke, Attorneys at 
Law, Dallas, Texas 


Committees 

Executive Committee 

Clements, Chairman 

Cox 

Cullum 

Cummins 

Stemmons 

Thompson 

Audit Committee 

Cullum, Chairman 

Cummins 

Stemmons 

Employee Benefit Committee 

Cox, Chairman 

Gooding 

Roberson 

Thompson 

Giblin 

Investment Policy & Review Committee 

Cox, Chairman 

Connally 

Hunt 

McNamara 

Stemmons 

Thompson 


1. W. W. Clements 

2. John B. Connally 

3. Edwin L. Cox 

4. Robert B. Cullum 

5. Raymond H. Cummins 

6. E. Burke Giblin 

7. James A. Gooding, Jr. 

8. Pat W. McNamara, Jr. 

9. William R. Roberson, Jr. 

10. John M. Stemmons 

1L John P Thompson 
12. W. D. White 



*retires effective April 17, 1979 
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Officers 


W. W. Clements 

Chairman , President and Chief Executive Offic 

Frederick F. Avery 

Executive Vice President-Sales and Marketing 

Joe K. Hughes 

Executive Vice President-Operations 

John R. Albers 

Vice President-Marketing 


Donald L. Antle 

Vice President-Franchise 

J. Scott Chase 

Assistant Secretary 

Jerry M. Corbin 

Vice President-Trade Relations 

Charles P. Grier 

Vice President-Manufacturing 


Charles L. Hawkins 

Vice President-Marketing Services 

James A. Hollingsworth 

Vice President-Sales 

T. C. Hunter 

Vice President-A dministration 

Alvin H. Lane, Jr. 

Vice President-Finance and Secretary 


Marvin S. Massey, Jr. 

Controller 

W. F. Massmann 

Vice President-Governmental A ffairs 

Richard D. O’Connor 

Vice President-Corporate Plants 

C. W. Reeves 

Vice President-International 


Hal L. Stockstill 

Vice President-Japan Operations 

Robert L. Stone 

Vice President-Canada Operations 

and Military Services 

L. Dan Thompson 

Treasurer 










Annual Meeting 

The annual meeting of Dr Pepper Company 
shareholders will beat 10 a. m., Tuesday, April 17, 1979 
in the company's international headquarters, 5523 East 
Mockingbird Lane, Dallas, Texas. Formal notice of this 
meeting and proxy materials were mailed with this 
report on or about March 9, 1979 at which time proxies 
were solicited by Management. Record date for voting 
at the 1979 annual meeting or by proxy was March 2. 


Dividend Reinvestment Program 

For more than tw'o years, Dr Pepper Company 
shareholders have been eligible to participate in a 
voluntary dividend reinvestment program administered 
by The Chase Manhattan Bank, N.A. 

Features of the Plan, initiated on December 1, 1976 are: 
If you elect to participate, your cash dividends will be 
paid directly to The Chase Manhattan Bank, N.A., for 
purchases of Dr Pepper common stock. Participants may 
also make additional cash deposits with The Chase 
Manhattan Bank, N.A., for further investment in 
Dr Pepper common stock. Also, participants may elect 
free custodial services from The Chase Manhattan Bank, 
N.A., for the safekeeping of their other Dr Pepper 
Company shares. Subject to certain time limitations, you 
may join or withdraw from the Plan whenever you w ish. 

Charges for the investment of cash dividends and 
voluntary additional cash deposits and for custodial 
services covered by the Plan w ill be paid by Dr Pepper 
Company. 

The program has more than 4,000 participants. For 
more Plan information, write Shareholder Relations, 

Dr Pepper Company, P.O. Box 225086, Dallas, Texas 
75265. 
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Corporate Information 

Transfer Agent and Registrar 

First National Bank in Dallas 
1401 Elm 

Dallas, Texas 75202 
A uditors 

Peat, Marwick, Mitchell & Co. 

Dividend Reinvestment Agent 

The Chase Manhattan Bank, N.A. 

Dividend Reinvestment Services 
P.O. Box 283 
Bowling Green Station 
New York, New York 10004 

Stock Listing <5? Symbol 

New York Stock Exchange (DOC) 

Pacific Stock Exchange (DOC) 

Form J0~K 

Shareholders wishing to receive Dr Pepper Company's 
1978 Annual Report to the Securities and Exchange 
Commission on Form 10-K may secure a copy by writing 
Shareholder Relations, Dr Pepper Company, P.O. Box 
225086, Dallas, Texas 75265. 




Corporate Headquarters 

5523 East Mockingbird Lane 
P.O. Box 225086 
Dallas, Texas 75265 
214/824-0331 
















DR PEPPER COMPANY 


5523 East Mockingbird Lane P.O. Box 225086 Dallas, Texas 75265 
















